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ABSTRACT  
Over the past 30 years the nature of airport precincts has changed significantly from purely aviation services to a full 
range of retail, commercial, industrial and other non aviation uses.  Most major airports in Australia are  owned and 
operated by the private sector but are subject to long term head leases to the Federal Government, with subsequent sub 
leases in place to users of the land.  The lease term available for both aviation and non aviation tenants is subject to the 
head lease term and in a number of Australian airport locations, these head leases are now two-thirds through their 
initial 50 year lease term and this is raising a number of issues from a valuation and ongoing development perspective. 
.  For our airport precincts to continue to offer levels of infrastructure and services that are comparable or better than 
many commercial centres in the same location, policy makers need to understand the impact the uncertainty that exists 
when the current lease term is nearing expiration, especially in relation to the renewed lease term and rental payments.  
This paper reviews the changes in airport precinct ownership, management and development in Australia and 
highlights the valuation and rental assessment issues that are currently facing this property sector. 
 
Keywords: Airports, airport development, commercial property, leasehold rents, lease tenure valuation, head lease rent 
calculation 
 
INTRODUCTION 
Non-aviation development of airport property is becoming a global phenomenon (Baker and 
Freestone 2011; Graham 2009). Revenues from commercial real estate development is 
supplementing a volatile aviation market and offering alternative revenue streams to airports.  
This development concept has been embraced by many airports of different scales and in varied 
ways around the world. Airports world-wide have diversified their landside revenues with non-
aviation commercial and industrial development in order to increase revenues and spread risk in the 
notoriously volatile aviation market. As intermodal hubs in a connected, globalised world, airports 
have evolved from transportation nodes into multi-faceted business enterprises. They have assumed 
a critical role as ‘transactional’ spaces in the global economy (Gottdiener 2001; Macario 2010).  
In Australia many of these landside commercial real estate properties were based on a head lease, 
with individual leases being set by the head lessee. With the first Australian airports being 
privatised in 1997 through to 2002, the older established privatised airports in Australia have leases 
that have been in operation for 16 years and a number of original sub lessees are becoming 
concerned in relation to the approaching expiration of their leases. Although the head lease for the 
Australian airports is for 50 years, with a further option of 49 years, the current and potential 
investors, property developers and sub lessees are now required to make investment decisions based 
on the remaining 34 years of the original head lease. This paper will review the development of 
airports that have been privatised and address the issues and concerns that have arisen in relation to 
the property development, property investment and lease occupation of landside property in airport 
precincts. This preliminary work will form the basis of on-going research to assess the long term 
viability and investment potential for this new property investment and occupation class. 
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Airport Privatisation in Australia 
In Australia, the privatisation of airports has allowed new owners the opportunity to develop large 
green field sites that were included in the original lease agreements. All capital city airports in 
Australia were privatised in 1997-2001 and the new owners were granted long term leases at 50 
years plus an additional 49 year option (Australian National Audit Office, 2007).  
Table 1: Airport Privatisation in Australia 
 
July 1997  June 1998  June 2002  December 2003 
Brisbane  Adelaide  Sydney  Bankstown 
Melbourne  Alice Springs  Essendon  Camden 
Perth  Canberra    Hoxton Park 
  Coolangatta     
  Darwin     
  Hobart     
  Launceston     
  Townsville     
($3.34 Billion)  ($730 million)  ($4.45 billion)  ($211 million) 
Source: Australian National Audit Office (2006-2007) 
At the end of the 50 year lease period, the airport assets revert back to the Commonwealth and a 
new premium will be assessed if the option is taken up by the existing airport precinct operator. 
During the term of the lease the head lessee is obliged to: 
 Maintain insurance 
 Develop and maintain the airport site 
 Sub-lease 
 Pay rates and taxes 
During the period of the lease the Department of Transport and Regional Services (DOTARS) 
carries out regular lease reviews to ensure that the terms of the various airport leases are being met 
Australian National Audit Office, 2007). 
Airport Precinct Development 
Since privatisation, Australian Capital City airports have rapidly developed real estate for non-
aviation commercial land uses but this has been restricted to hotels, retail and industrial that is 
generally aviation linked.. Airports that have large green field properties, such Brisbane, Perth and 
Adelaide, have developed extensive commercial and industrial precincts over the last decade. The 
land uses have been developed within the airport master plans under the Commonwealth Airports 
Act, outside of the local government land use controls. Private companies that run the airports have 
developed the real estate to subsidize airport revenues and as a source of cash flow to investors 
(Colonial First state, 2010). The development strategies, resources and financing, and commercial 
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vendors are significantly different at airport sites across Australia. Real estate development around 
Australian airports is filling vacant land and increasing urban densities around airports on 
Commonwealth land (Baker and Freestone 2011). 
 
Airport Precincts and Non Aviation Use 
 
The scale of development of airport lands across Australian capital cities is significant. Yet, little is 
known whether non aviation development has maximised the income and investment potential for 
all stakeholders in the airport precinct and achieved optimum public benefit (Graham, 2009). One of 
the major issues facing any government, city or town is the maximisation of property assets to 
achieve the highest possible premium or rental for land used for private and public purposes. Is the 
land and associated infrastructure being developed to its maximum potential for all sectors of 
government and the community in a long term economic and environmentally sustainable way?  
The land development strategies and the business plans used by airports is generating up to 60% of 
revenue for airports. The unused land areas, combined with existing transport and service 
infrastructure, could actually provide the opportunity for a range of property development and 
investment opportunities that would have significant benefits for investors, tenants, and the 
community and also generate a greater return for the owner and operator of these assets. The 
existing road, rail, and bus transport facilities, together with secure power, water and technology 
infrastructure, associated with major airports are often in excess of services available in surrounding 
regions. Yet these assets are often underutilised from a community perspective, with this restricted 
income return also impacting on the potential income that can be obtained by the Commonwealth – 
the owner of the airport land.  
 
This evolution in the role of airports, with non-traditional business strategies, and a new focus in 
non-aviation commercial development are reflected in both the transformation of the terminals into 
designer spaces of consumption and the commodification of surplus land within the airport fence. 
The Airport Council International (ACI) estimates that in 1990 approximately 30% of airport 
revenues world-wide were based on non aeronautical activities and by 2005 this has increased on 
average to 54%. This is supported by Graham (2009) that non-aviation commercial revenues 
(notably, retailing and car parking) on average now account for over half of all airport income 
worldwide. In many cases, green field opportunities on under-developed airports have fostered 
large-scale property development. The rise of non-aeronautical uses is a defining element of the 
new airport, leading to one caricature of the modern British airport as “a runway with a shopping 
mall beside it” (Graham and Guyer 2000, 253). These trends are challenging conventional wisdom 
about the very nature of airports (Morrison 2009).  
 
Property Development Under a Government Head Lease Arrangement. 
 
Successful development and investment in property held by Statutory Authorities and leased on a 
ground lease basis, are now well accepted by both institutional and private investors and is 
evidenced by the success of ventures such as: the South Bank Corporation in Brisbane; Sydney 
Harbour Foreshore Authority in Sydney; and Docklands in Melbourne. 
These developments are based on providing a range of property uses and the potential for private 
developers, investors and tenants to participate in the schemes. A major focus of these projects is 
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the ability to use existing location, employment and infrastructure for a variety of occupational uses 
(VicUrban, 2010) 
Concerns in relation to urban sprawl, high cost of developing infrastructure such as water, power, 
sewerage and transport are a major concern for all levels of Government and current planning 
policies encourage master planned communities that address the need for these services and also 
achieve levels of employment within the actual master planned communities. Airport precincts can 
provide a greater range of employment opportunities for potential residential residents than the 
current master planned communities such as North Lakes, Varsity Lakes and Robina in South East 
Queensland, that offer employment in the areas of retail and some financial services, but at limited 
range and numbers. 
Intensive property uses such as office and a lesser extent retail and industrial, in an airport precinct 
framework, do have the potential to provide a greater range of businesses, occupation types and 
employment than a master planned residential development in a fringe suburban location. This 
would also be at a considerably reduced cost due to the high levels of existing transport and service 
infrastructure. 
These trends pose considerable challenges for stakeholders. As airport needs expand beyond purely 
technical aviation concerns, their operations and planning intersect with the surrounding urban 
environment across a variety of economic, environmental, infrastructural, social and institutional 
interfaces (Stevens et al. 2010).  The airport city can no longer function solely under the direction of the 
airport; the city and the airport become more interdependent whilst their interests do not necessarily 
converge (Guller and Guller 2003). There has been considerable research into the role of airports 
and aviation services but this research has limited focus on the non airport and aviation sectors that 
could be developed to utilise available surplus land in and around the airport boundaries and 
provide investment opportunities for non aviation users. The level of infrastructure that is required 
for a medium to large airport, particularly in larger cities and towns, is well in excess of similar 
infrastructure for other master planned property developments such as business parks, industrial 
parks and residential communities. Airports generally have fast transport links to the CBD and offer 
a level of convenience and services that are not usually available in new commercial property 
developments and that are often after market additions rather than initial components of the 
development. 
 
Maximising Airport Infrastructure 
In relation to these other types of property developments and communities the infrastructure is 
underutilised and could be maximised by the provision of non aviation property uses such as 
commercial office, retail, residential, leisure properties. The potential also exists to develop these 
areas for a variety of residential housing developments due to the existing transport and 
employment opportunities. 
Many of the aims and functions of the airport city are in fact common to the current public policy in 
relation to the development of master planned communities, with the requirement that a percentage 
of the residents in the master planned community undertake work in the actual planned community 
(Department of Infrastructure and Planning, 2010; 2009; 2007). Work opportunities currently 
offered in these residential master planned communities have focussed on retail and office work, 
with limited potential for industrial, distribution warehousing or bulky goods retail sectors. 
According to Day (2010) and Jones Lang Lasalle (2011) office and retail building vacancy rates are 
higher in master planned communities compare to the surrounding areas. This higher vacancy rate 
implies an underlying reluctance for some businesses to locate to these planned communities due to 
limited ancillary business and service sectors to support their business activities. In major airport 
19th Annual PRRES Conference, Melbourne, Australia, 13-16 January 2013 5 
 
 
precincts these services and infrastructure are already available, but appropriate development and 
property investment models are required to optimise these benefits. 
Research by Skinner et al (2009) and Williams et al (2009) shows that only one in ten of current 
residents in master planned communities actually work in that master planned community suburb. 
This contrasts to the traditional residential suburb where one in six works in the suburb they reside 
in. This research also reports that almost 31% of residents in master planned communities travel 
more than six hours a week to commute to their principal place of work. It can be assumed form 
these statistics that employment opportunities are a critical factor in the success of non residential 
property sectors in master planned communities. 
Although there has been a trend in relation to the provision of office accommodation in Australia 
from the traditional CBD locations in the 1870s to 1980s, to business and technology parks in the 
1990s and to more suburban locations in the 2000s the co-location of business and employment 
property to specific location clusters has not been significant (Hefferen, 2006, Wardner, 2010). The 
additional use of this surplus land would also provide an additional property investment sector, 
especially for the larger institutional investment firms. A current trend in institutional grade 
investment property is the requirement for buildings with large floor plates (5,000m2 plus) and the 
construction of such large floor plate buildings are not always feasible in existing CBD markets 
(City of Sydney, 2010), but could be constructed in larger airport precincts, offering the potential 
for large non aviation multinational, Government and Institutional tenants to relocate to these 
airport facilities.  Property investment is a significant contributor to the overall investment 
market. According to Higgins (2006, 2005) the total invested worldwide in all assets is now in 
excess of AU$152 trillion, of which 6% comprises investment in property assets. In 2007, the 
estimated value of Australian commercial property investment was AU$450 billion and Australian 
institutions owned approximately AU$178 billion or 40% of these assets.  According to IPD 
(2010) and Property Council of Australia (2010), the majority of institutional investment in 
property is based on high quality, well located property with strong tenants and long weighted 
average lease expiry. These properties are generally located in major cities and within the CBD 
locations (Lee and Higgins, 2009). The availability of prime commercial property is very limited in 
suburban or regional locations and often limited in these CBD locations, with redevelopment being 
the only option for new high quality investment property that meets new standards in relation to 
energy and water efficiency, as well as “green” building status (Shier, 2000). With many major 
tenants requiring accommodation in green and energy efficient buildings (Eichholtz et al, 2009), 
and also specific floor plates and designs, these premises are not always possible in traditional CBD 
locations but can be accommodated in undeveloped land in airport precincts. 
 
With the substantial increase in superannuation funds over the past decade, with the balance of all 
superannuation funds being AU$601 billion in December 2009 (ABS, 2006; APRA, 2010) and this 
balance increasing annually will require additional property development and investment 
opportunities for these funds to be invested in diversified asset portfolios. In any given year the 
percentage of superannuation funds invested either directly or indirectly in property ranges from 10 
to 15% (Newell, 2005). This significant investment in property is based on a small selection of 
institutional investment grade property, and a number of funds have purchased property overseas 
due to both the diversification benefits and a lack of suitable property in Australia. Investors have 
the option to purchase or invest in property either directly, with the ownership and subsequent 
management of the asset resting with the investor or indirectly by purchasing shares in Real estate 
investment trusts or property syndicates. This choice can influence the level, size and type of 
property investment chosen (Rowland, 2010; Ng and Higgins, 2007; Newell and Keng, 2005; 
Newell and Achempong, 2001; Hoesli and Macgregor, 2000).  
19th Annual PRRES Conference, Melbourne, Australia, 13-16 January 2013 6 
 
 
In addition to the form of ownership of property, investors and developers also categorise property 
in relation to core investment property, value added investment property and opportunistic 
investment property (Higgins, 2010). According to Higgins (2010) Core investment property is 
characterised by secure income streams, reliable tenants on long leases and is the favoured property 
investment type by institutional investors. Value added investment property is property with a 
sound base income but the potential for additional gains from redevelopment or market pricing 
mismatches. Opportunistic property from an investors perspective has a low initial income but the 
potential for favourable capital growth. These investments tend to benefit from market distress, 
significant market mispricing or corporate portfolio restructuring. Airport precincts with large land 
bases can provide this range of investment property types 
The additional investment opportunities that would arise from a broader development perspective 
for airport precincts and a structured approach to the development and investment planning would 
open up an additional investment markets and opportunities for Australian and international 
superannuation funds, property investors and syndicates and for individuals by way of indirect and 
direct property investment. The broader range of investment and development opportunities also 
increases the range and number of tenants that can occupy these developments. This in turn offers 
significant employment opportunities over and above existing airport business use only. 
 
Research Issues and questions 
 
The increased investment and income potential for the airport operator also has significant impacts 
on the owner of the underlying airport asset, being the airport precinct land area. Any increase in 
the value of the current and potential income stream from airport real estate development and 
subsequent use should also be reflected in the head lease payment to the public authority ownership 
when the option is either taken up by the current operator or declined and placed on the open 
market. 
In order to maximise the property development and investment of an airport precincts, the investor 
and tenant have to be sure that the term of the tenancy and the period that the property can be held 
and the actual security of the tenure is sufficient to support the investment decision. A sub lease can 
result in concern by potential investors, especially when compared to the certainty of a freehold 
project. The property market needs to be more conversant with this tenure model before they will be 
fully committed to an airport precinct investment. 
A formalised model to assess and determine the most appropriate value of the underlying airport 
land for all property participants is crucial area of research to assess the true economic value for this 
non traditional property asset. It is acknowledged in the valuation research literature that 
considerable research has been carried out in the area of commercial property valuation, but the 
same emphasis has not been placed on the valuation of Government owned land, leased to a Head 
Lessee for specific period of time. This issue of leasehold valuation has been raised by the work of 
Crosby (1984) who identified the inconsistencies of existing valuation methods for this purpose. 
Baum (1983) and Baum et al (2006) also investigated the issues associated with the value of 
leasehold property, especially in relation to short term leases and the use of the dual rate valuation 
method. However, this work has not provided adequate details on how such methods could be 
applied to the valuation of longer term leases typical of airport precincts. According to Mackmin 
(2007) the dual rate valuation method is no longer an appropriate method for determining the value 
of long term leasehold interests in property. Similar concerns were raised in relation to the 
Australian property market by Chan and Harker (2010), particularly when taxation issues are 
19th Annual PRRES Conference, Melbourne, Australia, 13-16 January 2013 7 
 
 
included in the valuation process. A valuation model that accurately assesses the value of long term 
leasehold property such as an airport precinct is necessary to accurately determine the appropriate 
payment that the head lessee should pay for the privilege of operating the airport precinct. 
Preliminary work by Jefferies (2009) has attempted to address these issues in relation to “real 
valuation” models particularly in respect to ground leases, but no definitive valuation methodology 
models have yet to be developed. 
Maximising airport development, land use and investment potential will also result in a higher 
return and better infrastructure use for the public. 
 
This continuing research project will be multi-faceted and approaches the issue of airport 
development and real estate potential from an investment perspective, especially as an opportunity 
for traditional property developers and investors to provide investment grade property that can fill a 
gap in the current office, retail, industrial and residential property sectors, whilst utilising the 
established transport, infrastructure and employment opportunities available from an operating 
airport precinct. In contrast to previous airport research studies, such as the Airport Metropolis, this 
project is intended to address the potential for current airport precincts to provide a greater range of 
property types and uses over the traditional aviation based occupation.  
 
A maximisation of existing and future airport infrastructure for non aviation based property 
investment, leasing and development has the potential to decrease the requirement for additional 
infrastructure in cities and at the same time providing the maximum income return for Governments 
who own the underlying airport asset and the head lessee and providing investment and occupation 
opportunities to a range on non aviation users. In major cities that are already experiencing pressure 
for additional transport and service infrastructure, the innovative use of existing airport 
infrastructure will result in new development at a lower development cost compared to new green 
field sites. The additional use of airport land and facilities for land uses such as office and 
residential also has the potential for the environmental benefits, with the potential airport residential 
and commercial space reducing the need for some Greenfield developments. 
Proposed Research Approach and Methodology 
It is intended that the research will be conducted in two stages. The first stage is an empirical 
assessment of real estate development on Australian airports and at selected international airports. 
The units of analysis for each case will include:  
1. The physical site constraints and available land assets: The location and available land is critical 
to site development. Is this a Greenfield site and what opportunities for development are open to 
the airport? What is the pattern of development on the master plan and what staged development 
plans are in place? 
2. The governance structures and context: How has the airport managed land use integration with 
surrounding Councils? What agreements are in place and is there an infrastructure sharing 
agreement to support land use development? 
3. Resourcing and financing: What emphasis does the airport place on real estate development? 
Does it have a real estate division and how does it finance property development? 
4. The tenure structure for commercial vendors: What lease arrangements are being used for 
commercial and industrial buildings? How is risk sharing managed? 
 
In addition, the following evaluation will be conducted for each site: 
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 Assess the current head lease rental in respect to lease duration, premiums and on-going 
rental payments to analyse the current lease basis and develop financial models to determine 
optimum premium and rental structures to maximise public returns.  
 establish the exact areas of the precinct that could be further developed for non aviation use. 
Current planning schemes and regulation will be reviewed to determine the optimum 
approach for non aviation land use for property investment potential. 
 Determine the major strategy issues facing the optimum development and use of the airport 
precinct from the view of all current and potential stakeholders; this would include the 
issues associated with tenure for investors and tenants, finance models for purchasing and 
developing property on a sub-lease basis and tenant security and options.  
 
The second stage of the research will develop valuation models, based on Stage 1 data collection. 
Valuation models will be developed that address the ownership, tenure, security, cash flow and 
viability of non airport related office, industrial, retail, residential and specialist use real estate 
developments on airport precincts. These models will be developed to assess viability across the full 
range of investors including investment and superannuation institutions, property companies and 
individual investors. Data from existing airports and competing real estate development uses will be 
collected and used to test the validity and robustness of these investment tools. 
 
Participants to be surveyed and included in the focus groups and workshops will include existing 
airport operators, airport precinct tenants, major investment institutions, financial institutions, 
Commonwealth, State and Local government departments with direct and indirect interest in 
airports and airport development. Particular emphasis will be placed on the role of office, industrial 
and residential property investment and leasing on existing airport precinct land 
 
Conclusions 
 
This preliminary work has identified the potential to have a more flexible property development 
approach to fully maximise the potential of airport precincts. However, to achieve this there needs 
to be research undertaken to assess all possible property development and investment opportunities 
in these unique precincts based on existing development requirements as well as the potential 
opportunities based on a broader land use basis not currently considered in these locations. 
Any potential development or investment opportunity in an airport precinct for non aviation ill 
require investment and development models that are based on the current Government Acts and 
lease structures that exist, so that all participants in these property sectors are aware of the processes 
and issues associated with property in airport precincts. 
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